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JEFF HATCH-MILLER - Chairman 
WILLIAM A. MUNDELL 

MARC SPITZER 
MIKE GLEASON 

KRISTIN K. MAYES ARIZONA CORPORATION COMMISSION 

DATE: April 13,2006 

DOCKET NO: W-0 1445A-05-0886 

TO ALL PARTIES: 

Enclosed please find the recommendation of Administrative Law Judge Yvette Kinsey. 
The recommendation has been filed in the form of an Order on: 

ARIZONA WATER COMPANY 
(FINANCING) 

Pursuant to A.A.C. R14-3-1 lO(B), you may file exceptions to the recommendation of 
the Administrative Law Judge by filing an original and thirteen (1 3) copies of the exceptions 
with the Commission's Docket Control at the address listed below by 4:OO p.m. on or before: 

APRIL 24,2006 

The enclosed is NOT an order of the Commission, but a recommendation of the 
Administrative Law Judge to the Commissioners. Consideration of this matter has tentatively 
been scheduled for the Commission's Open Meeting to be held on: 

MAY 2 AND 3,2006 

For more information, you may contact Docket Control at (602)542-3477 or the Hearing 
Division at (602)542-4250. For information about the Open Meeting, contact the Executive 
Director's Office at (602) 542-393 1. 

EXECUTIVE DIR'ECTOR 

1200 WEST WASHINGTON STREET; PHOENIX, ARIZONA 85007-2927 I400 WEST CONGRESS STREET; TUCSON, ARIZONA 85701-1347 

www.cc.state.az.us 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

JEFF HATCH-MILLER, Chairman 
WILLIAM A. MUNDELL 
MARC SPITZER 
MIKE GLEASON 
KRISTIN K. MAYES 

IN THE MATTER OF THE APPLICATION OF 
ARIZONA WATER COMPANY FOR 
AUTHORIZATION FOR AN ORDER 
AUTHORIZING THE ISSUANCE AND SALE OF 
$25,000,000 OF ADDITIONAL GENERAL 
MORTGAGE BONDS IN ONE OR MORE 
FINANCINGS. 

Open Meeting 
May 2 and 3,2006 
Phoenix, Arizona 

DOCKET NO. W-O1445A-05-0886 

DECISION NO. 

ORDER 

BY THE COMMISSION: 

Having considered the entire record herein and being fully advised in the premises, the 

Arizona Corporation Commission (“Commission”) finds, concludes, and orders that: 

FINDINGS OF FACT 

1. On December 12, 2005, Arizona Water Company (“AWC” or “Company”) filed an 

application with the Commission requesting authorization for financing to repay short-term debt, 

retirement of its existing Series I bonds and to acquire and improve plant and facilities. 

2. On January 10, 2006, AWC published notice of the application in this docket in The 

Arizona Republic and The Arizona Daily Star. 

3. On March 13, 2006, the Commission’s Utilities Division Staff (“Staff’) filed its Staff 

Report in this matter, recommending approval of the financing request. Staff did not recommend that 

a hearing be set for this matter. 

4. AWC is a Class “A” Arizona for-profit public service corporation located in Phoenix, 

Arizona. AWC serves more than 73,000 customers in Cochise, Coconino, Gila, Maricopa, Navajo, 

Pima, Pinal and Yavapai Counties, Arizona. 

5. AWC’s application seeks authority to issue long-term debt not to exceed $25,000,000 

S:\YKinsey\water\financing\050886.doc 1 
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DOCKET NO. W-O1445A-05-0886 

Operating Income 

through general mortgage bonds. AWC proposes to use the proceeds to pay off short term debt in the 

amount of $7,900,000 (as of October 31, 2005) and believes its short-term loan indebtedness will be 

$6,899,524 I $6,899,524 I 

in excess of $10,000,000 as of December 31, 2005. Second, AWC proposes to apply the proceeds 

Depreciation & Amort. 

from the issuance and sale of the additional series of bonds to retire its existing Series I bonds in the 

5,249,006 I ’ 5,249,006 I 

amount of $400,000. Third, AWC proposes to use the issuance and sale of the additional series of 

Income Tax Expense 

bonds to acquire property for the construction, completion, extension or improvement of the 

1,821,633 I 3,513,840 I 

Company’s facilities or for reimbursement of monies actually expended from the Company’s treasury 

for such purposes. 1 

Repayment of Principal 400,000 I 

6. AWC proposes to issue and sell general mortgage bonds in an amount not to exceed 

353,977 I 

$25,000,000. According to Staff‘s Report, AWC expects that maturity on the bonds would occur 

TIER 
Operating Income + 
Income Tax Expense 
DSC 
Operating Income + 
Depreciation & Amort. + 
Income Tax Expense + 
Interest Expense + 
Repayment of Principal 

within 25 to 30 years and the bonds would have an applicable interest rate equal to the 30 year 

Treasury Rate plus 200 basis points. Further, Staff reports that the proposed bonds will be secured by 

2.90 5.59 

6.95 3.99 

the lien of Company’s Indenture to National Boulevard Bank of Chicago and Marshall A. Warshauer, 

as Trustees, dated April 1 , 1963, as supplemented and amended. 

7. The following chart from Staffs Report, illustrates AWC’s existing and pro forma 

AWC’s application at Pg. 3 lines 1-1 1. 1 
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Short-term Debt $5,100,000 I 5.4% 

DOCKET NO. W-O1445A-05-0886 

$353,977 I .03% 

Long-term Debt 
Common Equity 

$21,400,000 22.7% $45,646,023 40.1% 
$67,939,243 7 1.9% $67,939,243 59.6% 

rota1 Capital 

8. According to Staffs Report, AWC’s existing capital structure consists of 5.4 percent 

short term debt, 22.7 percent long-term debt and 71.9 percent equity. After the issuance of the 

proposed debt, AWC’s pro forma capital would be 0.3 percent short-term debt, 40.1 percent long- 

term debt and 59.6 percent equity. 

9. The Times Interest Earned Ration (“TIER’) represents the number of times earnings 

will cover interest expense on short-term and long-term debt. A TIER greater than 1.0 means that 

operating income is greater than interest expense. A TIER less than 1 .O is not sustainable in the long- 

term, but does not mean that debt obligations cannot be met in the short-term. 

10. The Debt Service Coverage (“DSC”) ration represents the number of times internally 

generated cash will cover required principal and interest payments on long-term debt. A DSC greater 

than 1 .O means that operating cash flow is sufficient to cover debt obligations. 

11. Staffs Report states that TIER and DSC for AWC is 5.59 and 6.95, respectively, for 

the year ending September 30, 2005. Staff states the issuance of the proposed debt would reduce 

TIER and DSC to 2.90 and 3.99 respectively and therefore is within the range of sound financial 

practices and would not impair AWC’s ability to provide service. 

12. According to Staffs Report, the Utilities Division Compliance Section showed no 

outstanding compliance issues for AWC. 

13. The Commission’s Consumer Services Section showed there were 18 complaints, 19 

Staffs Report indicated that all inquiries and nine opinions reported regarding AWC in 2005. 

complaints and inquiries have been resolved and closed. 

14. Staff reported that AWC provided a copy of its material cost estimates for construction 

for the year 2006 and Staff concluded that the construction projects and the associated cost estimates 

were reasonable and appropriate. However, Staff noted that no “used and useful” determination of 

$94,439,243 1 100.0% I $113,939,243 I 100.0% 1 
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DOCKET NO. W-O1445A-05-0886 

he proposed plant in service was made and no conclusions should be inferred for rate making or rate 

m e  purposes. 

15. Staffs Report stated that the Arizona Department of Environmental Quality 

:ADEQ”) and the Maricopa County Environmental Services Department (“MCESD”) have 

letermined that AWC’s water systems are delivering water that meets water quality standards as 

.equired by the Arizona Administrative Code “A.A.C.”). 

16. 

ts water systems. 

17. 

AWC has an approved Curtailment Tariff on file with the Commission to cover all of 

On March 23, 2006, AWC filed its Comments to Staffs Report, proposing to modify 

Staffs recommendations to reflect the below information. According to AWC’s filing, Staff did not 

Ipposed the revised language and therefore it has been incorporated below in Staffs 

*ecommendations. 

18. Staff recommends approval of AWC’s application for financing subject to the 

bllowing conditions: 

a. That AWC receive authority to issue and sell up to $25,000,000 of 

additional general mortgage bonds under the terms and conditions 

proposed and for the purposes described in this application. 

b. That AWC grants liens in favor of the lender as required to secure the 

borrowings authorized. 

c. That AWC engage in any transactions and to execute any documents 

necessary to effectuate the authorizations granted. 

d. That AWC file one copy of the executed financing documents, with 

Docket Control, as a compliance item in this matter, within 45 days of 

the issuance of the bonds. 

e. That AWC’s proposed financing be approved without a hearing. 

19. Staff recommendations as modified above are reasonable. 

CONCLUSIONS OF LAW 

1. Applicant is a public service corporation within the meaning of Article XV of the 
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DOCKET NO. W-O1445A-05-0886 

Arizona Constitution and A.R.S. $0 40-281 and 40-282. 

2. The Commission has jurisdiction over Applicant and the subject matter of the 

%pplication. 

3. 

4. 

Notice of the Application was given in accordance with the law. 

The financing approved herein is for lawful purposes within AWC’s corporate powers, 

is compatible with the public interest, with sound financial practices and with the proper performance 

by AWC of service as a public service corporation and will not impair AWC’s ability to perform that 

service. 

5 .  The financing approved herein is for the purposes stated in the application and is 

reasonably necessary for those purposes, and such purposes are not, wholly or in part, reasonably 

Zhargeable to operating expenses or to income. 

6. Staffs recommendations as modified and as set forth above are reasonable and should 

be adopted. 

ORDER 

IT IS THEREFORE ORDERED that Arizona Water Company is hereby authorized to issue 

md sell up to $25,000,000 of additional general mortgage bonds at market rates and maturities 

cxceeding 25 years. 

IT IS FURTHER ORDERED that Arizona Water Company shall grant liens in favor of the 

lender as required to secure the financings authorized. 

IT IS FURTHER ORDERED that Arizona Water Company is hereby authorized to engage in 

any transactions and to execute any documents necessary to effectuate the authorizations granted 

above. 

IT IS FURTHER ORDERED that Arizona Water Company, Inc., shall file with Docket 

Control, as a compliance item in this docket, one copy of the fully executed financing documents 

within 45 days of the issuance of the bonds. 

IT IS FURTHER ORDERED that such authority shall be expressly contingent upon Arizona 

Water Company’s use of the proceeds for the purposes set forth in the application. 

IT IS FURTHER ORDERED that approval of the financing set forth herein does not 
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:onstitUte or imply approval or disapproval by the Commission of any particular expenditure of the 

xoceeds derived thereby for purposes of establishing just and reasonable rates. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

CHAIRMAN COMMISSIONER 

ZOMMISSIONER COMMISSIONER COMMISSIONER 

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Director of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to be affixed at the Capitol, in the City of Phoenix, 
this day of ,2006. 

BRIAN C. McNEIL 
EXECUTIVE DIRECTOR 

IISSENT 

IISSENT 

tl3Kmj 
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SERVICE LIST FOR 

DOCKET NO.: 

Robert W. Geake 
Arizona Water Company 
P.O. Box 29006 
Phoenix, AZ 85038 

Christopher Kempley, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Ernest Johnson, Director 
Utilities Division 
4RIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

ARIZONA WATER COMPANY 

W-0 1445A-05-0886 
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